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avoidance of anti-social behavior; it requires an active
contribution to the welfare of society.”
“The general public has little understanding of the
accountant as a professional, thus efforts must be di
rected toward educating the layman. A recent study
found that businessmen have a high regard for accoun
tants, but persons not in business have no definable
opinions about who accountants are or what services
they perform.”
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contractor will be records reporting work of three shifts
of five-man crews including a driller, derrickman,
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Miss Peters is a graduate of the University of Detroit
(B.S.), a Michigan CPA and an audit manager on the
staff of the Detroit office of Touche Ross & Co. Commenting
upon her single school, single job background, Miss Peters
noted that she has: "one father, one mother, one sister,
one brother, one niece, one nephew, one school, one CPA
certificate, one job, and one husband (Carl Anthony
Look, a 1969 merger)."
A member of the American Institute of Certified Public
Accountants and the Michigan Society of Certified Public
Accountants, Miss Peters is also on the Board of Directors
of the Women's City Club of Detroit and is active in the
Women's Economics Club of Detroit.
We look forward with confidence to 1970 and the
progress which we predict for THE WOMAN CPA under
the capable Editorship of our good friend and respected
associate, Phyllis E. Peters.
To the Editorial Staff, the Board members, the Business
manager, and to contributors, we extend our sincere
thanks for your generous outpourings of effort, time and
talent which have made possible the publication of the
twelve issues of THE WOMAN CPA for which we have
been responsible.
It has been an interesting and enriching experience to
serve as Editor, and we feel that our reward is in having
been of some service to this professional publication of the
two societies.

EDITOR'S NOTES
INTRODUCING THE NEW EDITOR
We are pleased to announce that Miss Phyllis E. Peters,
CPA, of Detroit, Michigan will become Editor of THE
WOMAN CPA commencing with the January 1970 issue.
Miss Peters has ably demonstrated her potential
capabilities for this position by her past two years of
service as Associate Editor and Advertising Manager for
the magazine. During that period she has carried full re
sponsibility for the Reviews Department and has, in the
past year, assumed the duty of controlling major manu
script reviews, criticisms, acceptances or rejections by mem
bers of the Editorial Board.
Her ideas and suggestions have been especially helpful
in our efforts toward making THE WOMAN CPA an in
strument of education and a conduit of technical informa
tion in all areas of accounting thought through articles
and columns written primarily by members of AWSCPA
and ASWA.
As a past National President of ASWA (1964-65) Miss
Peters is well known to accountants throughout the United
States as well as in Detroit where she has served the local
chapter of ASWA. Internationally, Miss Peters was the
AWSCPA Delegate to the International Congress of Ac
countants in Paris in the Fall of 1967. She has also served
both AWSCPA and ASWA as President and Trustee of the
AWSCPA Educational Foundation.

As we prepare for our retirement from the Editorship
of THE WOMAN CPA word reaches us that former Editoi
Mary J. McCann, CPA, of Kansas City, Missouri, will be
come a partner in Touche Ross & Co. as of September 1,
1969, the first woman so promoted within the ranks by
that firm.
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THE SOCIAL RESPONSIBILITY OF
THE ACCOUNTING PROFESSION
The author describes some of the challenges to the accounting profession in the area of
social responsibility and points out some opportunities for accountants to help in building
a better society through acceptance of these challenges and responsibilities.
By Dr. Clara C. Lelievre, CPA
Cincinnati, Ohio

accountants, or that CPAs do not have re
sponsibilities as individuals. They are applied
solely to keep the topic manageable within
reasonable limits.

Introduction

Social responsibility is a broad, vague term
used to describe many of the aspects of one’s
desired behavior in society. The term suggests
a duty to society and alludes to such varied
topics as one’s duty within the economic setting
or to one’s helpfulness to his fellow man. Keith
Davis offered a descriptive definition of social
responsibility “. . . a broad obligation to the
community with regard to economic develop
ments affecting the public welfare . . . and . . .
an obligation to nurture and develop human
values which cannot be measured in economic
terms.”1 He later refined this definition by
asserting that social responsibility arises from
concern for the ethical consequences of one’s
acts as they might affect the interests of others.
Due to the brevity of this article certain
parameters are set. First, the term social re
sponsibility will be applied to the accountant’s
responsibility as a professional accountant, per
se, and not to his responsibility as an individual
member of society. Second, the article deals
with the professional accountant (CPA) rather
than accountants in general. CPAs have,
through the American Institute of Certified
Public Accountants (AICPA), recognized cer
tain responsibilities and made conscious at
tempts to define and accept those responsibili
ties.
These limiting parameters do not imply that
only professional accountants have social re
sponsibilities, that only CPAs are professional

Evolution of the Profession’s Recognition of Its
Social Responsibilities

Adam Smith was one of the first individuals
to link businessmen with social responsibility.
To him socially responsible individuals or busi
ness enterprises would have as their prime
objectives the maximization of profits and eco
nomic efficiency: the pursuit of one’s own self
ish goals would achieve the best for society.
Successful businesses and their managers were
social assets because they enhanced the public
welfare by making goods and services available
at low prices while earning a profit for them
selves.
The socially responsible accountant became
one who helped management achieve its eco
nomic goals. A. C. Littleton described him as
one who “. . . serves society well when manage
ment, out of improved knowledge of the details
about the production and distribution of
wealth, is able to make a better product
cheaper . . .”2 The accountant provided the

1 Keith Davis, “Can Business Afford to Ignore Social Re
sponsibility,” Management Review, XLIX, (July, 1960),
58.
2A. C. Littleton, Structure of Accounting Theory, (Men
asha, Wisconsin: Banta, 1953) 14.

(This article is from a paper presented by Dr. Lelievre at the Joint Annual Meeting of AWSCPA and
ASWA held in Los Angeles, California, October 1-4, 1969.)
DR. CLARA C. LELIEVRE, CPA, is an Associate Professor of Accounting at the University of Cin
cinnati. She earned her B.S., M.S. and Ph.D. degrees at the University of Alabama and was the
first woman to receive a CPA Certificate in the State of Alabama. Prior to becoming a college
teacher thirteen years ago, Dr. Lelievre was in the public accounting field, four years as a staff
accountant and nine years as a partner in a CPA firm.
Active in professional organizations. Dr. Lelievre was the Charter President of the Birmingham
Chapter of ASWA, is a member of the Board of AWSCPA, a member of the Board of the Cin
cinnati Chapter of NAA, and has served on the Editorial Board of THE WOMAN CPA. She is also
an Ohio CPA, a member of AICPA, the Alabama Society of CPA's, and Beta Gamma Sigma, and
is listed in the current edition of WHO'S WHO IN AMERICAN WOMEN.
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“details” about the production and distribution
of wealth. The passage underscores the prevail
ing view that because accountants were a tool
of management they necessarily reflected views
held by management. In 1936, the American
Accounting Association (AAA) suggested
broader responsibilities for accounting:

profession’s awareness of the broad areas where
its special talents should be used to build a
better society.

Responsibility Within the Profession
The AICPA recognizes that “. . . society is
strengthened by a good man performing a
socially important function with high skill”,8
and that it has a responsibility to assure that
professional services will continue to be per
formed by good men of high skill. Much energy
is being expended to improve the performance
standards.
Code of Professional Ethics. A study of the
evolution of the Codes of Professional Ethics,
both state and national, reveals tremendous ac
complishments, but seven states have not
adopted such a Code and there is no uniformity
among the Codes in existence. One of the im
mediate goals in improving performance stan
dards is nationwide adoption of a uniform code.
Ideally the accounting regulatory law of each
jurisdiction would provide that the local code
would conform to that of the AICPA; in the
states where this provision now exists a change
in the AICPA Code takes effect immediately at
the local level. Professional ethics are not static
and only by constant review and appropriate
changes can they be kept relevant to the needs
of the society which they are designed to serve.
The moral character of individuals cannot be
regulated, but a meaningful Code provides a
useful guide for members faced with difficult
ethical decisions. The present Codes are nega
tive in nature. However, it would not only be
difficult to catalog all acceptable actions but
such a listing might have the undesirable effect
of stifling initiative.
Technical Standards of Performance. A
primary goal of any profession is to assure that
its members maintain high professional stan
dards. These standards and the expected per
formance levels must be identified. Probably
Auditing Standards and Procedures, Statements
33-40 represent the foremost accomplishment
of the AICPA in its efforts to establish stan
dards. The Accounting Principles Board and
the research staff are actively working to clarify

Accounting . . . now finds itself faced with the re
sponsibility of compiling and expressing the re
sults of business operations in a way which will
meet the needs of investors, governmental units
and the public at large, as well as the immediate
needs of management . . . Accounting must be
adapted to meet these broad social and economic
purposes.3

George O. May devoted much effort to the
task of persuading accountants to accept their
social responsibilities. He believed that the
success of a business enterprise should be
judged from the standpoint of society as a
whole, and that when social needs demand one
choice rather than another, there are times
when the accountant must bend symmetry,
ignore history and sacrifice custom in the pur
suit of larger ends.4
Today accountants and businessmen find
themselves developing a concept of social re
sponsibility arising from the social and eco
nomic upheaval of the thirties. Quotes from
three varied sources—a corporation president, a
private citizen, and a vice-president of the
AICPA focus on today’s attitudes:
The kind of escape from responsibility prescribed
by Adam Smith is now considered unrealistic.
... As long as business activities were thought to
be outside morality, businessmen were kept aloof
from social involvement.5*
The true responsibility of business leadership is
to make some appraisal of the social effects flow
ing from its strategic decisions and technological
advances.6
To hold their proper place (in society) CPAs
must identify themselves as active participants
in search for solutions to the country’s problems.
They must be . . . willing and eager to do their
part in any effort to help the community which
requires their skill in measurement and com
munication of economic data.7

Accountants are cognizant of the growing
public awareness that business has helped
create many of today’s social problems: tech
nological unemployment, inflation, air pollu
tion, racial unrest, and the plight of the poor.
Social responsibility involves more than just the
avoidance of anti-social behavior; it requires an
active contribution to the welfare of society.
This responsibility of the accounting profession
can be divided into two areas of action: (1)
working within the profession to improve the
practice of accounting, and (2) extending the

3 “A Statement of Objectives of the American Accounting
Association,” The Accounting Review, I, (March, 1936), 1.
4 George O. May, Twenty-five Tears of Accounting Re
sponsibility, (New York; Institute Publishing Co., 1936),
(2 Vols.)
5Joseph C. Wilson, “The Conscience of Business,” Duns
Review and Modern Industry, LXXXVII, (February, 1966),
21.
6Hazel Henderson, “Should Business Tackle Society’s
Problems?” Harvard Business Review, XLVI, (July-August,
1968), 80.
7John L. Carey, The CPA Plans for the Future, (New
York: AICPA, 1965), 22.
8Profile of a Profession; 1975 (New York; AICPA).
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having some acquaintance with the work of
accountants make false assumptions about the
exactness of statements. Few realize that the
accountant merely states that in his opinion the
statements fairly present and that the implica
tion of exactness is not given. George O. May
was emphasizing the importance of educating
the public concerning the contents of the ac
counting statements as early as the 1920s.
Much of the present litigation in which the
profession is involved centers around the lack
of an understanding of (1) the responsibilities
the accountant assumes when he attests to
financial statements, and (2) the limitations of
the statements.

and identify appropriate postulates, principles,
rules, and procedures.
Professional Recruiting. A prime responsi
bility of any profession is to assure that future
personnel needs will be met. Attracting highpotential students to the study of accountancy
is the primary goal of the Accounting Careers
Council. It is supported by all major accounting
organizations and it hopes to develop an effi
cient and effective recruiting program. Without
a sufficient number of high quality entrants the
profession will soon stagnate and it will be diffi
cult to meet the unfolding social challenges.
Continuing Education. Aiding practitioners
to maintain and increase their technical compe
tence presents a further professional responsi
bility. Establishing criterion of competence and
performance is not sufficient; members need
aid in their efforts to attain and maintain these
standards. Educational programs of the na
tional accounting organizations supplement
those of educational institutions and national
firms. The establishment of these continuing
educational programs is an outstanding ex
ample of the profession rising to meet a chal
lenge.
Accounting Research. Accounting research
has never been accorded the attention and
stature it deserves. Only recently has the
A1CPA approached research from an organized
scientific viewpoint. Previously the department
was underfinanced and understaffed. The objec
tive of the research division is to investigate
what should be done in specific areas of pro
fessional concern—not what is being done—and
report its findings to the profession. Ten Ac
counting Research Studies have been published
and several more are nearing completion. The
most difficult problem is to attain the proper
balance between theoretical and practical con
siderations. Practitioners are reluctant to give
financial and intellectual support to theoretical
research. Research that is too practical may do
little but tend to justify present methods and
thereby have little long range value.
Education of the Public. No attempt is made
to discuss the proper education of the accoun
tant; the profession has always been involved
in the education of its members and prospective
members. The general public has little under
standing of the accountant as a professional,
thus efforts must be directed toward educating
the layman. A recent study found that business
men have a high regard for accountants, but
persons not in business have no definable
opinions about who accountants are or what
services they perform.
The public also needs to be educated about
the contents, terminology, and limitations of
financial statements. Too often individuals

Broad Social Responsibilities
In addition to establishing internal ethical,
educational, and performance standards, the
accounting profession must consider the second
division of its social obligations—to extend the
social dimensions and import of the accounting
function. An essential attribute of professional
behavior is that of a primary orientation to the
community interest rather than to self-interest.
Some of the directions the profession should
move in extending its participation in com
munity and social problems are explored.
The potential service areas discussed are not
intended to limit the dimensions of possible in
volvement but to suggest special areas where
the particular education, training, and experi
ence of accountants should be utilized. The
AICPA and other accounting groups have
initiated pilot programs in some of the areas,
recognizing that the accountant can no longer
afford to remain a “behind the scenes” in
dividual whose primary purpose is to express
an opinion on financial statements.
Measurement of Social Programs. One of the
most exigent needs of society is the develop
ment of some means for measuring the relative
worth of social programs. Who is better
equipped to initiate studies designed to do this
than the accountants? Both government and
private social programs lack adequate systems
for measuring and appraising their effective
ness. “To evaluate social programs, it is neces
sary to determine the resources put into a
project and then measure the resulting bene
fit.”9
Appalling problems arise when an attempt is
made to determine the resources committed to
a project and the measurement of benefits is
even more difficult. Accountants are ac
customed to dealing with quantitative assess
ments but the social program inputs are seldom
easily measured in monetary terms and the
9David F. Linowes, “Socio-economic Accounting,” The
Journal of Accounting, CXXVI, No. 5 (1968), 40.
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the aggregate of earnings from an economy’s
total current production including compensa
tion of employees, interest earned, rental in
come, and profits (after taxes) of the business
enterprises. Since the statements for the total
economy are based on the aggregate of the
parts—with some modification—and the accoun
tant has familiarity with all of the parts, why
has the profession not accepted the challenge
of social accounting?
The profession has spent much time and
effort in an attempt to develop generally ac
cepted principles necessary to meet the prob
lems inherent in accounting for specific entities:
gathering information, summarizing and assign
ing it to specific accounts, and preparing rele
vant financial statements. Could the profession
not apply some of these talents, knowledge, and
experience to attacking the principles and pro
cedures by which aggregate economic data are
gathered, assigned to specific accounts, and re
ported to various users?
Accountants have too often dismissed the
area of social accounting because it uses a
different set of assumptions and the statement
inputs may not be as exact as they desire. Many
of the transactions entering a social accounting
system are by their very nature estimates and
the specific transactions are not subject to the
control and verification on which accountants
have traditionally relied. Since so many of the
national accounting statistics are based on
statements prepared by accountants, it appears
that the accounting profession would welcome
the challenge to put its intellectual resources to
the task of devising methods of ascertaining the
“missing parts”. The challenge of this factor
alone should attract into the profession “bright
young persons” who are interested in improving
society.
Why is the accumulation of statistical infor
mation for the total economic activities of the
economy becoming increasingly more impor
tant? The term Gross National Product (GNP)
has almost become a household word. GNP
trends are used by both the private and govern
ment sector of the economy; they often deter
mine legislative programs, industrial plans, in
vestment decisions, and consumer purchase or
save decisions.
Economists are basing their studies more and
more on statistical data and the government is
basing many of its regulations of private in
dustry and its taxation programs on the basis
of economic studies. By aiding in the gathering
and analyzing of this perintent data the accoun
tant is helping to make sure that those respon

outputs are often impossible to measure, either
quantitatively or qualitatively.
Even the most conservative accountants have
gradually accepted the fact that certain items
on financial statements must be estimated and
guidelines have been developed for determining
these estimates (for example, depreciation
charges). However, for even a reasonable esti
mate to be determined in the field of social pro
grams, opinions should be gathered from soci
ologists, psychiatrists, ecologists, economists,
educators, and members of many of the other
social sciences.
Accountants are not usually trained in the
social sciences and are slow to admit the neces
sity of considering the opinions and accepting
the aids that these scientists can offer. Steps
must be taken to bring these groups together
and the AICPA would add stature to the pro
fession by being the initiator of such a coopera
tive venture.
The skills of the accountant in the establish
ment of controls, preparation of budgets, and
determination of monetary costs are desper
ately needed. The accountant must realize that
in socioeconomic accounting hardly any assess
ments would be truly accurate, but he already
deals with many relative values and estimates.
Members of one of the national accounting
firms pioneered such a project in 1965 for De
troit’s “War on Poverty”. In an effort to deter
mine how effectively social programs were op
erating they built a unique system that quanti
fied and measured human needs. By applying a
business analogy to society, they were able to
measure how well the welfare money was being
utilized.10
Not all of the social programs now in exis
tence should be continued; unsuccessful pro
grams that require funds desperately needed
elsewhere is a luxury America can no longer
afford. The accounting profession has an obliga
tion to initiate and follow through on work that
must be done to measure the success and effi
ciency of these programs.
National Income Accounting (Social Account
ing). Economists and accountants have de
veloped their closest cooperation in the field of
national income accounting. Significantly, the
economists have been in the forefront in this
development but almost everything that has
been done has been based on accounting
methodology. Accounting principles assume an
economic environment where the firm is of
paramount importance; statements are based
on transactions of one entity.
Accountants have been reluctant to venture
into an area where the statements are prepared
from data based on the transactions of an entire
economy. National income may be defined as

10 Robert Beyer, “The Modern Management Approach to
a Program of Social Improvement,” The Journal of Accoun
tancy, CXXVIII, No. 3 (1969), 37.
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sible for making these regulatory and taxation
decisions have the best information available.
Federal Accounting System. The sheer mag
nitude of the federal government produces
unique problems that challenge the accountant
to become involved in the development of a
better and more relevant federal accounting
system. The budgetary and accounting prac
tices are archaic and ineffective. The larger the
budget, the more important it becomes for
effective safeguards against waste and ineffi
ciency to be built into the system; basic internal
control and modern budgetary theory should be
adapted to government spending.
The CPA would be the most logical person
to help initiate such reform. A few CPAs in
Congress might do much to increase the fiscal
responsibility of that body! Accountants have
traditionally shunned public service; indiffer
ence and lack of time are probably the reasons
for non-involvement. To a socially responsible
accountant these reasons are not legitimate; the
profession must get involved.
In federal government accounting many of
the proven techniques of financial accounting
are ignored. Many costs are hidden in the
budget and never revealed to the public; all
costs must be revealed so that proper social
evaluations can be made. The need for profes
sional accountants is clear, and the AICPA can
and should do much toward making the sys
tem of our largest accounting entity modern
and efficient.
Inflation. One of the most pressing problems
facing society is inflation: the wage-price spiral.
Accountants can play an important part in
lessening inflation by becoming involved with
the wage portion of the spiral. Carey discussed
the role of the CPA as an arbiter in labor
negotiations. “The development of a rational
basis for settlement of labor disputes may open
up opportunities for the accounting profession
to make a major social contribution.”11 The
control of inflation would also be aided by more
accurate figures resulting from an improvement
in national income accounting.
Minority Groups. The professional respon
sibility toward minority groups is twofold: (1)
encouraging them to enter and remain in ac
counting, and (2) using the special talents of
accountants to advise them on financial and
business problems. Few members of minority
groups study accounting. Those who do are
eagerly sought at graduation by all sectors of
the profession. However, few are choosing pub
lic accounting. Business colleges are not getting
their share of the high-potential minority stu
dents. These students are being recruited by all
major professions and by all universities and
colleges. The AICPA has started a program of

encouraging members of minority groups to
study accounting; research needs to be done on
how this can best be accomplished.
The ethnic makeup of any profession changes
slowly but attitudes of present members will
accelerate or retard any change. The principal
problems are the attitudes of present members
and encouraging more persons from different
ethnic groups to study accounting. More quali
fied persons are needed, and these will come
from graduates of the colleges and universities.
No one seriously suggests lowering professional
standards to achieve racial and ethnic balance.
Accountants might give the most immediate
aid to minority groups by offering advice on
financial and accounting matters. Although the
program to aid small businesses, suggested by
President Nixon, was to apply to all minority
groups, it has come to be known as the “Black
Capitalist” program. Many persons in small
business have little knowledge of the necessary
elements for running a successful business and
few have any experience. Various groups are
organizing to help these persons. One of these
is “The Determined Young. Men” who work
with small businesses in the ghettos. The or
ganization has volunteers from all areas of busi
ness. The teams, composed of experts from
different fields, advise persons having problems
and attempt to teach the businessman how to
solve their problems. The accountant is a
valuable member of these teams. The advice is
free, but the businessman must request it; often
his banker will inform him of the services of the
organization. There are other groups perform
ing the same type of service as “The Deter
mined Young Men”; their service being limited
only by lack of volunteers. The accounting pro
fession should take an active part in the or
ganization, leadership, and supplying volunteers
for such groups.
The AICPA should assume a leadership role
in aiding minority groups by encouraging:
capable persons to enroll in accounting curric
ulums, capable graduates to remain in ac
counting, eligible persons to become active in
professional organizations and present members
of the profession to volunteer for community
programs that aid the small businessman.

Conclusion
Many of the areas of responsibility of the
accounting profession cannot be covered in an
article of this length. Meaningful steps have
been taken toward fulfilling these obligations,
but much needs to be done. The opportunities
for helping build a better society are limitless.
Do we as a profession accept these challenges
and responsibilities?
11 Carey, Op. Cit., 30
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YOUR OIL OR GAS WELLHOW IT CAME TO BE
The author dicusses the fascinating world of oil and gas production, its terminology, its
beginnings and how the income reaches the ultimate investor.
Edith C. Lesesne
Bellaire, Texas
of operations. There are also times when the
lessor wishes to continue the lease for an addi
tional period of time (generally longer than one
year) and for which delay rental would not be
in the best interest of the lessor. In this event
the lessor will execute what is called a ‘top
lease.’ This new lease is secured prior to the
termination of the original lease and becomes
effective upon expiration of the old lease. Con
sideration for this ‘top lease’ is generally along
the same line as the original lease.

Do you own an interest in an oil or gas well?
Or, do you wish you did? Or, have you given
thought as to how oil and or gas income reaches
the investor? Or, as an accountant, have you a
reasonable comprehension of the processes and
terms relevant to this fascinating industry? Let
us consider a few of these processes and terms.
It Begins
It all begins with a great deal of study of the
various formations and stratas of the earth’s
structure of a given area by geologists and
other technical men. Months of research of
records on similar areas are involved. Confer
ences are held, and finally reports are made to
management that certain conditions exist in a
particular area which have proved to be fruitful
and productive in other areas.
If this particular area is a new, unexplored
one, extreme precautions are taken to insure
that the company desiring to test the area is
kept a secret. Generally independent operators
as well as the major companies use a lease
broker to go into the area to secure long-term
leases from the various land owners. ‘Lease
hound’ is the unofficial title given the lease
broker who obtains leases. All leases are made
to the lease broker who in turn makes assign
ments to the company or individual for whom
the leases have been secured.
When a lease is negotiated by a broker, he
offers a given amount per acre as a ‘bonus’
and/or ‘lease rental’ which is the considera
tion for the grant or assignment of an oil or gas
lease. The rates vary per acre depending upon
the area and the proximity to the proposed well
area. At the expiration of the lease, if the lessor
is still interested in the area but is not ready
to commence a well, a ‘delay rental’ is paid the
lessee for the privilege of such postponement

The Development
Now that the leases have been secured and
the necessary geological data has been re
viewed, management begins the study to select
the appropriate spot where drilling will be
done. Sometimes one company is not able to
secure leases on all acreage adjacent to the pro
posed well site. This requires cooperation with
other individuals and/or companies who have
leases on the adjoining land. Funds must be
secured to drill the well and, in the event more
than one company could have a potential in
terest in the area to be explored, the operating
company gets money from the other interested
parties. These funds are called ‘contributions’
and are either ‘dry-hole’ or ‘bottom-hole.’ The
‘dry-hole’ contribution is the money paid to the
operating company for use in the drilling of a
well on property in which the payor has no in
terest. This money is payable only if the well is
found to be non-productive. The ‘bottom-hole’
contribution is the same type of payment but is
payable whether the well is productive or non
productive.
Sometimes the company holding the lease on
the property does not wish to spend money for
the development of the property so they will
make a deal with another company or an in
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dividual to do the developing. This type of an
arrangement is known as a farm-out’ and more
technically defined as a Transfer of an oil or
gas lease in order to secure development.’ The
assignor usually retains an overriding royalty
but may retain any type of interest or adjoining
acreage.
Let us assume that a ‘farm-out agreement’
has been executed, the location selected and
letters of agreement to pay or payments of re
quired contributions toward the financing of
the development have been secured by the
‘operator’ of this work. The ‘operator’ is ‘one
who holds all or a fraction of the working in
terest or operating rights in an oil or gas lease.’
We are now ready to secure bids to do the
actual drilling. Bid proposal forms are sent to
several drilling contractors with a request that
each submit a bid for drilling to a given depth
or per other specified instructions. The usual
type of drilling contract calls for a price per
foot to a given depth and is more formally
called a ‘footage contract.’
If there is a possibility that the operator
might wish to drill to a depth deeper than the
proposed depth shown on the contract, the
drilling contractor is requested to submit addi
tional prices per day for any other work to be
done. The common term for this is ‘day work
rates’ which technically defined is ‘a fixed price
per day for a drilling rig and crew to drill per
instructions of company or operator to a greater
depth than that specified in the footage con
tract.’
There is still another type of contract for drill
ing which is called a ‘turn-key contract.’ This
is a contract for the drilling of a well which
requires the drilling company to drill a well
and, if commercial production is obtained, to
equip the well to such a stage that the lessee
or operator may turn a valve and the oil will
flow into a tank.
The bid forms received by the date specified
on the request are carefully reviewed by the
company requesting them. Based upon the
drilling contractor’s reliability the contract bid
is selected which will provide the least expense
per foot and day work rates to obtain the
desired depth. The contract is signed by the
company and an executed copy is completed
by the contractor and returned to the company.
This contract will specify a date on which op
erations must be started by the contractor.

The Drilling
The drilling contractor first must move his
equipment onto the location. The derrick of the
drilling rigs now are generally moved in units.
However, in the early days of drilling it was
necessary to take them apart and rebuild them

on a new site. Originally, drilling equipment
was called ‘cable tools’ and such drilling was
accomplished with a solid steel cylindrical bit
working vertically in the hole and activated by
a walking beam and steel line. Equipment now
is mostly powered by gasoline motors succeed
ing the earlier steam type of equipment used
following the cable tool type of drilling. All of
the moving into a location is accomplished by
the use of heavy tandem trucks and trailers,
and generally, a contractor makes arrangements
for enough trucks to load and move the entire
rig and miscellaneous equipment in one move
by a moving contractor. Some of the major
drilling companies have their own trucks for
this purpose rather than engaging the services
of an outside trucking contractor.
The derrick is set up over the site which has
been staked by the operator. The other equip
ment is placed in the necessary positions for
the proper operation of the rig. We are now
ready to ‘spud in’ the well which is the actual
start of drilling operations. Drilling reports are
sent in by the man in charge of the drilling rig
(he is known as the ‘toolpusher’) describing
the progress being made or the type of opera
tion performed during the day.
The forms which come into the office of the
drilling contractor will be records reporting
work of three shifts of five-man crews including
a driller, derrickman, motorman, and two
helpers. The crew (these five men) are re
sponsible for all the labor required during the
eight hour period under general drilling condi
tions. It is the driller’s duty to keep a constant
watch on the actual drilling, making sure suffi
cient pressure is applied on the drilling equip
ment to reach the required depth. Each driller
checks in his beginning depth and the depth
he has reached when the relief crew takes over
the work. To the writer, the drilling operations
are most fascinating and colorful and unless the
crew has been tipped off that they should mind
their manners and language the color of the air
is often blue as they perform their duties at
the rig.
The term ‘bronc’ used around the well, in
dicates that one of the helpers had been pro
moted to a ‘driller.’ A ‘roughneck’ is defined
as a general all-around worker on a rig, while
a ‘roustabout’ is a semi-skilled laborer who
assists the foreman. Reference made to a ‘dead
man’ is not a sadistic discussion of some man
who had died. Rather, the drilling crew is re
ferring to a block of timber or heavy material
buried in the earth as an anchor to which guy
wires are tied to steady the oil derrick and
other towering equipment. A ‘dog-house’ is
not a place where a dog sleeps. It is a ‘small
house located on the rig floor or nearby and is
11

used as office for the driller and as a storage
place for small items.’ The "knowledge box’ is
the place where the driller keeps various
records on the drilling operations. ‘Headache’
denotes the existence of danger from falling
objects around the rig.
Two very odd terms on the first drilling re
ports will be drilling ‘rat-hole’ and ‘mouse
hole.’ Each of these have a particular place in
the drilling operations. On the derrick floor is a
round turn-table in which a square piece of
pipe fits. This square pipe is known as the kelly
joint and it is attached at the top of the drilling
pipe during actual drilling operations so that
the turn-table will rotate the pipe. When it is
necessary to detach the kelly joint from the
drilling pipe, the kelly is placed in the ‘rat-hole’
until it is ready to be used again. When the
crew is getting another joint of pipe ready to
attach to the drill stem or in the event they are
putting pipe in the well for production, then
the joint on which connections are being
attached is placed in the ‘mouse-hole’ until
the crew is ready for it.
Where time is reported for ‘making a trip’
this is not a drug oriented happening. The crew
is pulling the drilling pipe out of the hole to
change a bit, add another joint of drill stem, or
perhaps run some test or some other operation
the operator feels is necessary at this point of
drilling. While the drill pipe is out of the hole
and is neatly suspended in the derrick, an
electrical log may be run on the formations
found since the beginning of the drilling. These
electrical logs look a great deal like an electro
cardiogram and from the information developed
the operator may decide to take some samples
from the walls of the well to see if the required
depth or productive formation has been
reached. ‘Coring’ or going in with ‘core barrel’
indicates that samples are being cut from the
formations. The term ‘fishing’ indicates that
the crew is trying to retrieve something (some
pipe, a drill bit, or similar thing) which has be
come detached and is in the hole.
The bills to the company for the actual drill
ing may state that due to circumstances beyond
the control of the drilling crew, circulation has
been lost. ‘Lost Circulation’ is defined as a
rotary drilling hazard when ‘mud’ is lost in
very porous or cavernous formations and fails
to be circulated back into the mud pits. ‘Drill
ing mud’ is defined as an artificial mud contain
ing a heavy constituent, such as a barite, that
is pumped into oil wells to hold back the
natural gas during drilling. Pressures inside the
hole prevent drilling operations to continue
until the pressures are under control. This lost
circulation, if not brought under control, can
cause ‘blow-outs’ and oftentimes fires. In the
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event of a blow-out from the gaseous formation,
the pipe, etc. is blown out of the hole in a
twisted mass and the derrick is generally de
molished or badly damaged.
Let us assume that the contract called for a
depth of 7,000 feet and the electric logs of the
formation and the samples taken by the coring
indicate productive sand has been reached at
6,990 feet. Production can also be had at ap
proximately 7,025 feet. However, the well was
actually drilled to 7,050 feet to give sufficient
depth for all pipe, casing, fittings, etc. on the
bottom or near the bottom of the hole. We have
drilled this well to a greater depth than was
called for in the contract because surveys of the
area or a comparable area showed that pro
duction could be found somewhere between
6900 and 7200 feet. The company decided on
the 7,000 foot depth for the footage rate
realizing that if it was necessary to go below
this depth there should not be an excessive
amount of money or cost involved for the addi
tional footage on day work rates. Day work rates
also apply when the company requests the op
erator and crew to stand-by while management
makes their decisions as to how much farther
they want to drill or if the well is to be com
pleted in the sand which has been reached.

Oil Production
Now that the well is drilled to 7,050 feet
finding productive sands at 6990 and 7020 feet,
both of which the operator wants to take oil
from, the next step is to complete the well for
production. This will be a dual completed well
(a well which produces from more than one
sand at the same time) and it will be necessary
to put both casing and tubing in the well. The
casing is generally 5½" in diameter while the
tubing is generally 2⅜". This permits the placing
of the tubing inside the casing with the tubing
placed in the lower sand while the casing pro
duces from the upper sand. This allows the oil
from the lower sand to reach the top of the
well through the tubing while oil from the
upper sand comes up through the casing and
around the tubing. When casing and tubing
have been secured in place inside the hole,
valves and fittings are attached. To the people
in the oil industry that valve or fitting assembly
at the top of a well to control the flow of oil is
the ‘Christmas Tree.’
In the case of oil wells, it is necessary to hold
the oil in storage tanks until it can be moved to
refineries. Since the cost of pipelines into main
lines to the refinery is quite expensive, oil is
generally moved from the tanks by means of
tanker trucks. This is almost always true of wells
on newly developed acreage.

Production Control and Reports
When several wells have been drilled in a
given area a name is selected by the operator
and then reference is made to a well within a
specific ‘field.’
The writer is not familiar with states other
than Texas as relates to the oil industry. Texas
has a governing board known as the Texas Rail
road Commission which controls the amount of
oil or gas which can be produced in any one
month for a given well. In cases of several wells
in an area, termed a field, the ‘allowable’ for
the month governs all wells within the field.
Rank wildcat wells or wells so widely sepa
rated that a ‘field’ does not exist are not covered
by the field producing rules. However, they
too, are often regulated on the production per
month. Monthly production reports must be
submitted for each well. In cases of fields, a
report covering each well within the field is
made on one report.
A tax known as ‘severance tax’ is imposed
upon each producer by the state and monthly
reports are made to the State Comptroller’s
office together with payment of the tax. This
tax is passed on to the various interest owners
when payment is made for the monthly pro
duction.
For the person receiving the income, the
decimal fraction ownership is applied to the
tax deducted and the tax so calculated is added
back to the net check for the purpose of deter
mining how much ‘depletion’ will be allowed
for Federal Income Tax purposes to the interest
owner for the year.
Depletion
‘Depletion’ is based on the gross income from
the oil and/or gas and can be either calculated
by the percentage of gross income method or
the cost method. In the case of operators or
others with a working interest in the well, the
percentage method could be limited to 50% of
the taxable income from the lease or leases and
this could be considerably lower than the per
centage allowable had there not been operating
costs. Cost depletion is based on the estimated
reserves to be recovered from the well. The
estimated number of reserve units (barrels of
oil or million cubic feet of gas) is divided into
the basis of the property or cost. The quotient
is the cost depletion per unit and this amount
multiplied by the number of units extracted
during the year determines the cost depletion
deductible for the year.
The Pay-off
Funds from the production of oil, gas and
other by-products must be paid to the respec
tive owners of the well. Before funds are dis

bursed, all expenses pertinent to such produc
tion are deducted. On royalty ownership as well
as working interest ownership, the expenses are
generally the production taxes and cost of
transporting the oil or gas to point of sale. Per
sons who own working interests in leases are
billed monthly for their portions of the general
operating expenses by the operator of the
leases. A ‘Joint Operating Statement’ is prepared
listing all expenses incurred for the month other
than the taxes and transportation. This state
ment may also include additional items which
become part of the capital expenditures on the
well or wells, as well as the general operating
overhead for the month. The joint operating
statement totals are divided according to the
interest owned by each party for monthly bill
ings.
When a well becomes productive, the op
erator of the lease will review all records per
taining to the original lease and any assign
ments which may have been made by the op
erator and/or other interested parties to third
parties to determine how many people are en
titled to a percentage of the profits. A form
commonly known as a ‘Division Order’ issued
by the company purchasing the fuel is filled in
showing all of the names and fractional par
ticipations of the working interest and royalty
ownerships under the producing property.
The owner of land has what is known as
‘mineral rights’ in the property. ‘Mineral rights’
are a perpetual ownership of oil, gas, and other
minerals beneath the surface and can only be
conveyed by deed. If an owner when convey
ing land to another party reserved all of the
mineral rights the person who acquired the land
would have only the surface rights and would
be excluded from participation in the oil income
except for lease rentals. Holders of mineral
rights will receive lease rentals only if they own
the surface rights also. Payments to the owners
of the mineral rights come out before anyone
else gets anything.
In the event the person owning the mineral
rights dies the heirs come in for this interest.
Each time a change of this kind occurs it is
important for a new division order to be ex
ecuted so that funds may be properly distri
buted.
In order to know how much funds are to be
distributed to the various interest owners on a
particular lease or leases, the production de
partment of the company purchasing the oil or
gas must furnish its accounting department
what are commonly known as ‘run tickets.’
These represent the amount of oil and/or gas
which may have been purchased from a specific

(Concluded on page 17)
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deemed to be common stock equivalents, in
which case only one per share amount would
be shown, i.e. primary earnings per share in
cluding equivalents. Fully diluted earnings per
share is a pro forma presentation reflecting the
dilution of earnings per share that would have
occurred if all contingent issuances of common
stock that would individually reduce earnings
per share had taken place at the beginning of
the period (or time of issuance of the con
vertible security, etc., if later). Such con
tingencies may result from the existence of dilu
tive securities which are not deemed to be
common stock equivalents, or agreements for
issuance of common shares upon the satisfaction
of certain conditions. The Opinion suggests
terminology to be used in such circumstances.
It also provides, as did the exposure draft but
not Opinion No. 9, that under these circum
stances a schedule or note should explain the
basis upon which both primary and fully
diluted earnings per share are calculated. Both
the primary and fully diluted earnings per
share computations should exclude those
securities whose conversion, exercise or other
contingent issuance would have the effect of in
creasing the earnings per share or decreasing
the loss per share amounts.

As stated in the September issue this month’s
column discusses (1) earnings per share dis
closures in financial statements involving simple
capital structures and complex capital struc
tures, (2) periods for which such disclosures
are required, and (3) when supplementary
earnings per share information should be given.
Significant differences from Opinion No. 9, the
previously issued Opinion on this subject, and
from the exposure draft of APB Opinion No.
15, are pointed out.

Disclosure
The Opinion requires, as did the exposure
draft, the presentation of primary and, when
appropriate, fully diluted earnings per share
on the face of the income statement. Opinion
No. 9 recommended, but did not require, that
such disclosures be made on the face of the
income statement.
When extraordinary items are present, the
Opinion requires per share data to be pre
sented for “Income before extraordinary items”
and “Net income” and states that it may also
be desirable to present per share amounts for
the extraordinary items. The optionality of the
latter disclosure represents a change from the
exposure draft and from Opinion No. 9 which
required it.

Periods Covered

Simple Capital Structures
The capital structure of a corporation is rela
tively simple if it consists only of common stock
or does not include any potentially dilutive
securities, which could in the aggregate dilute
earnings per common share (any reduction of
less than 3% in the aggregate, taking into ac
count only those securities which would reduce
earnings per share, need not be considered dilu
tive). In these cases, a single presentation ex
pressed in terms such as “Earnings per com
mon share” is considered appropriate. Neither
the exposure draft or Opinion No. 9 specified a
dilutive percentage.

The Opinion provides that earnings per share
data should be presented for all periods covered
by the income statement or summary of earn
ings. If potential dilution exists in any of the
periods presented, the dual presentation of
primary earnings per share and fully diluted
earnings per share should be made for all
periods presented. The exposure draft required
that fully diluted earnings per share be furnished
only for the latest full fiscal year and any sub
sequent interim period presented, although it
could be furnished for prior periods. Practice
under Opinion No. 9 varied.
When results of operations of a prior period
included in the statement of income or sum
mary of earnings have been restated as a result
of a prior period adjustment, the Opinion pro
vides that earnings per share data given for the
prior period should be restated and that the

Complex Capital Structures
Corporations with capital structures other
than those described above should report earn
ings per share on two bases (primary and fully
diluted), unless all of the dilutive securities are
14

However, primary earnings per share data
should not be adjusted retroactively for con
versions.
The Opinion provides that when a sale of
common stock or common stock equivalents for
cash occurs during the latest period presented
or shortly after its close but before completion
of the financial report and a portion or all of
the proceeds of such a sale has been used to
retire preferred stock or debt, or is to be used
for that purpose, supplementary earnings per
share data should be furnished (preferably in
a note) to show what the earnings would have
been for the latest fiscal year and any subse
quent interim period presented if the retirement
had taken place at the beginning of the respec
tive period (or date of issuance of the retired
security, if later). The number of shares of
common stock whose proceeds are to be used
to retire the preferred stock or debt should be
included in this computation. The bases of
these supplementary computations should be
disclosed.
These provisions were also contained in
Opinion No. 9.

effect of the restatement, expressed in per
share terms, should be disclosed in the year of
restatement. Opinion No. 9 and the exposure
draft both contained this same provision.

Supplementary Earnings Per Share Data

If conversions of securities during the current
period would have affected (either dilutively or
incrementally) primary earnings- per share if
they had taken place at the beginning of the
period, supplementary information should be
furnished (preferably in a note) for the latest
period showing what primary earnings per
share would have been if such conversions had
taken place at the beginning of that period (or
date of issuance of the security, if within the
period). Similar supplementary per share earn
ings should be furnished if conversions occur
after the close of the period but before comple
tion of the financial report. The Opinion fur
ther states that it may also be desirable to fur
nish supplementary per share data for each
period presented, giving the cumulative retro
active effect of all such conversions or changes.

EDUCATION AND LABOR FORCE PARTICIPATION

There is a direct relationship between the educational attainment of women and their labor force par

ticipation. The more education a woman has received, the greater the likelihood that she will be engaged

in paid employment.

In March 1968, 71 percent of all women 18 years of age and over who had completed 5 years or more
of college and 54 percent of all women with 4 years of college were in the labor force. In contrast, only

24 percent of all women with less than 8 years of education were employed or seeking work. The chances
of being employed were even slimmer among women who had less than 5 years of formal education;
only 17 percent were in the labor force.

Unusually high rates of labor force participation were shown for women 45 to 54 years of age with
5 years or more of college (86 percent) and for women 20 to 24 years of age with 4 years of college

training (82 percent).
-U. S. DEPARTMENT OF LABOR, August 1969
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OPERATING LOSS CARRYOVERS

Quite often this column may seen redundant
due to the fact that the same case appears in
more than one issue. Unfortunately there have
been occasions where a particular point has
been called to your attention, and shortly
thereafter the approach is changed or clari
fied, necessitating revised thinking on the sub
ject. The Chartier Real Estate Company case
discussed in the last issue falls into this
category.
You will recall that the Tax Court in Chartier
Real Estate Company, Inc. v. Commissioner, 52
T.C.—No. 40 (1969) reach an interesting con
clusion concerning the absorption of a net op
erating loss carryover in an instance where the
alternative method of tax was utilized. To the
extent that a net operating loss exceeded ordi
nary income it was deemed available as a carry
over to a subsequent year, even though it was
less than the aggregate of ordinary income and
capital gains in the particular year.
The Tax Court has now vacated and set aside
its decision in that case. We wish to point out
that this is a procedural matter only, concerning
minor deletions and substitutions, which have
no effect on the legal interpretation of the
availability of net operating loss carryovers as
set forth in the last issue of the Forum.
Another recent case involving net operating
loss carryovers is presently being called to your
attention, as it illustrates the weight accorded
the “avoidance of tax” provisions of Section 269,
despite the presence of good business purposes
in an acquisition. In Scroll, Inc., Par. 69.154
P-H Memo TC, there was an interesting fact
pattern that failed to circumvent the provisions
of Section 269.
A corporation in serious financial condition
was being rehabilitated by its majority stock
holder who had assumed control. Among the
steps taken along these lines was the complete
reorganization of a subsidiary’s operations,
which resulted in the subsidiary beginning to
show nominal profits in 1961. In that same year
all of the stock of the subsidiary was sold to an
outsider for an amount representing the net

book value of the corporate assets. The acquir
ing corporation was aware of the existence of a
net operating loss carryover of almost $600,000
when it purchased taxpayer.
Early in the following year another sub
sidiary was merged into the acquired corpora
tion; and in the tax return filed on behalf of the
surviving corporation the $600,000 net operat
ing loss carryover was applied against current
profits of $976,641, of which only $35,000 was
attributable to the corporation engendering the
loss.
It was the opinion of the Court that the
principal purpose of acquiring the loss corpora
tion was to obtain the Federal tax benefit of
such loss through the merger of a profitable
subsidiary into the loss corporation.
The facts relied upon by taxpayer to establish
a good business purpose were substantial—the
cost of the “loss” acquisition was confined to the
net book value of underlying assets which, by
“prudent business man” standards represented
a good investment. This was particularly true in
that the purchase price did not involve any im
mediate cash outlay on the part of the buyer,
but was in the form of a non-interest bearing
note.
Several hundred thousand dollars had been
expended by the subsidiary for advertising
which was not reflected in the purchase price,
but which would be reflected in increased
future earnings. A prestige business operation
had been acquired with a minimum of
financing. While it is true that Counsel for the
acquiring corporation recommended the merger
on the grounds of substantial State income tax
savings, even before that reorganization took
place there were valid business reasons for the
acquisition.
The Court conceded that, on the basis of the
foregoing, the acquisition might probably have
been made in any event; but believed that the
subsequent merger gave rise to a step trans
action that must be viewed as a whole. It was
felt that the substantial Federal tax savings in
volved in the merger had to be the principal
purpose of the initial acquisition, and the net
operating loss carryover was therefore denied.
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Of passing interest was a footnote in the de
cision to the effect that the surviving corpora
tion should have been able to use the carryover
to the extent of profits generated by its own
operations. The issue had not been raised in the
case, however, and the entire loss was dis
allowed. If the acquired corporation had been
maintained intact a portion of that loss could
have been absorbed. Where the profits of the
loss company therefore, are susceptible of
proof, this point should be borne in mind, as
the Commissioner is empowered to allow as
much of the loss carryover as does not result in
tax avoidance.

TAX REFORM
It would be impossible in this column to
analyze the impact of the present Tax Reform
bill on future transactions. A word to the wise
tax practitioner, however, should be sufficient.
A careful study of all its provisions should be
made, accompanied by a post review of prior
tax planning to determine what initial objec
tives are affected by the Bill. Of immediate im
port is the effective dates of many provisions,
regardless of the date of enactment—the July
25, 1969 date applicable to the alternative
capital gains tax for individuals, for example, is
of paramount consideration in the current year.

YOUR OIL OR GAS WELL—
(Continued from page 13)

and depreciated over a period of years. The in
tangible costs represent labor, supplies and such
other expenditures which are considered not to
have a salvage value.

lease. Major oil and/or gas companies have a
production accounting department where all
run records are computed, proceeds from sales
are determined and distributions to the various
interest holders are made.
Several other types of payments may be
made for specific purposes and for a limited
time. Some of these include a ‘carried interest’
or sometimes called a ‘revisionary interest’
which is defined as a ‘working interest par
ticipation in producing property whereby the
operator is reimbursed his investment out of oil
before the recipient receives a percentage share
of net income.’ There is also an ‘oil payment’
which is a fixed sum derived from a percentage
of the gross income from production. This oil
payment could be for a sale of a portion of the
production in a working interest ownership, it
could represent a gift to another or perhaps to
a foundation or non-profit organization, or other
types of assignments of interest with oil pay
ments reserved. ‘Over-riding royalty’ represents
a percentage of the gross income from produc
tion deducted from the working interest and is
free and clear of expenses except for production
taxes and transportation charges.

The Records
The offices of the oil operators contain such
records as lease records, lease and well equip
ment ledgers, crude purchase journals, tank
farm daily reports, crude sales journals, sum
maries of oil receipts and deliveries as well as
the standard inventory, cash receipts and dis
bursements journals and general ledgers found
in most business offices. Each of these either in
dividually or collectively are a very important
segment of the accounting system for this in
teresting industry.

In Conclusion
Another segment of the oil industry which
has come into its own within the last ten years
could be a complete paper within itself since it
varies in so many ways from the work done on
land. In ‘offshore drilling’ some of the equip
ment is quite similar, transportation to and from
the site is definitely not the same, and the crews
are provided living quarters for several weeks
at a time before returning to shore for leave.
Helicopters are proving they have a permanent
place in the movement of materials and/or
crews between the shore and the installation at
sea.
As with the space program which has be
come so magnificent over the last few years,
only time will tell what is yet to be explored
and depths which can be reached by man dur
ing the exploration of new areas in deep water
drilling. Surely it will be an interesting time
ahead with new terminology, new accounting
systems and new methods of operations.

‘Working Interest’
Reference has been made in several places
throughout this article to the ‘working interest.’
For clarification, this is defined as ‘the op
erators mineral ownership involving the cost of
drilling, completion, equipment and producing
in contrast to the (free) royalty interest. These
costs may be either tangible or intangible. The
tangible represents that part of cost included
in equipment and lease cost and is capitalized

If all accounting data is stored in the computer, how can the client blame the auditors for everything that
cannot be located after the audit?
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"TOWARD AN INPUT-ORIENTED CHART
OF ACCOUNTS,” John W. Wagner, MAN
AGEMENT SERVICES, Volume 5, No. 5,
September-October 1968.

ganization with three locations and three terms
of sales, sales for cash, sales on 30 day open
accounts, and sales on 90 day installment ac
counts. With three locations and three terms of
sales, only nine types of sales transactions are
assumed possible at the lowest level of abstrac
tion, and the author places these in what he
calls a transactions matrix. Also since there are
two types of sales for credit, six types of cash
collections on accounts are possible, (2x3
locations) and these are placed into what is
called a cash collections matrix. We now have
15 types of transactions possible at the lowest
level of abstraction, and for cash, accounts re
ceivable and sales the author presents an input
chart of accounts consisting of 22 account de
scriptions.
A matrix may be defined as a rectangular
array of items arranged in rows or columns. It
has mn items arranged in m rows and n
columns, it is of the order m by n. Since there
are nine items in the transactions matrix, they
are arranged in three rows and three columns.
The six items in the cash collections matrix are
arranged in two rows and three columns. The
totals of the 15 transactions can be combined
to answer 15 factorial questions. Fifteen fac
torial is computed by multiplying 15 x 14 x 13
and so on to x 1. This comes out to a little more
than 1 trillion answers and with an input chart
of accounts, answers to any of these 1 trillion
questions can be obtained as soon as the need
arises without going through any long, involved
special analysis.
In explaining how the system works, Dr.
Wagner states that in order to get the current
accounts receivable balance, for example, the
computer would be asked to add certain ac
counts and subtract certain others, and he
points out that the computer system does not
need to maintain separate double entry ac
counts with balancing debits and credits.
It seems important to this reviewer to state
that even though the computer, as Dr. Wagner
says, does not become confused when faced
with numerous highly detailed instructions
about each input account, the accountant in
charge of the computer system must keep the
rules of debit and credit clearly in mind. In

Dr. Wagner’s thesis is that the electronic
computer makes possible an entire new ap
proach to the chart of accounts in which a
whole series of necessary outputs can be de
rived from one input. The author states that
in an output-oriented system the questions to
be answered by the system are formulated in
advance and the data (or input) are then
limited to those which will produce the specific
type of output necessary to answer the ques
tions that were formulated earlier.
In an input-oriented system there is much
less concern with an advance definition of the
specific questions to be answered. The concern
is rather that as many different types of data as
possible be integrated into the system.
“Input” is defined as the various data that
are initially introduced into the system regard
less of the level of abstraction at which it is
chosen to make them an input. An input might
be total sales of a company. A lower level of
abstraction would be sales by departments and
a still lower level would be sales by product
line.
“Output” is defined as the information that is
produced by combining the given inputs in
some way. The level of abstraction in the out
put can never be lower than the particular in
put from which it is derived. It is desirable to
maintain accounts at the lowest level of abstrac
tion possible whether they are output- or inputoriented.
In coding transactions, the author points out
that in general the more coding specifically
relates to the particulars of the given trans
actions, the more input-oriented the chart of
accounts will be. Conversely, the more the
coding specifically relates to the information it
is thought desirable to have the system pro
duce, the more output-oriented the chart of
accounts will be.
The remainder of the article is concerned
with the designing and use of an input system.
The example presented is that of a retail or
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arriving at the current balance of accounts re
ceivable in a system such as this, the accoun
tant must know which items are debits and
which are credits in order to be able to tell the
computer which ones to add and which ones to
subtract if the computer is going to produce the
correct answer.
Since every transaction has at least two parts
and involves at least two accounts, the double
entry system is a means of recording economic
facts and is therefore more than a system of
checks and balances. Whether an increase in
accounts receivable is called a debit or is desig
nated as an instruction to the computer to add
to account 2, for example, does not matter.
What does matter is that the economic fact re
mains and must be correctly recognized by the
accountant.
Dr. Wagner concludes the article by pointing
out that with the system outlined in the article
various statistical data can be obtained such as
ratios of accounts or combinations of accounts
to various totals, etc. thus making the system an
information system in every sense of the term.
The reader may also be interested to know
that the January-February issue of “Manage
ment Services” contains a letter from Mr. Ger
ald M. Levinson, CPA, in which he has some
reservations about the system described by Dr.
Wagner, but believes that it is technically pos
sible. Dr. Wagner in a reply says that the prob
lems involved are not too formidable. There is
also a letter in the same issue of “Management
Services” from Mr. E. Reece Harrill in which
he states that he is in agreement with Dr.
Wagner’s concepts. He has designed systems
similar to that described by Dr. Wagner for
the Bureau of Indian Affairs, the Department of
Interior, and the Civil Service Commission.
These systems have been in use since July
1968.
Mary E. Burnet, CPA
Rochester Institute of Technology

corporate affairs, subjection to SEC regula
tion) and the advantages (increased capital
and financial freedom—a special appeal to
investors who are willing to wait a few years
for capital appreciation) of “going public.”

“MAN AND THE COMPUTER” John Die
bold (Praeger, New York; 157 pages, $5.95)
—a fairly short book by the president of an
international management consulting com
pany. For those in management it stresses
the importance of accepting change—and
certainly the computer stands for change in
many once-accepted ways of handling busi
ness transactions.

“BLACK CAPITALISM,” Theodore L. Cross
(Atheneum, New York; 258 pages; $8.95) —
this analysis of economics in the ghetto and
the various means of combating poverty
offers a 13-point program aimed at increasing
the wealth of the ghetto economy.
“AUDITING & EDP,” Gordon B. Davis
(AICPA, New York; 344 pages; $12)—a
clearly written study of the best means for
the auditor to use in auditing the electronic
data processing systems which are appearing
in more and more clients’ offices each month.

“MUCH-ABUSED GOODWILL,” Abraham J.
Brillhof (Barron’s, April 28, 1969)—a short
article which discusses clearly the differences
between purchase accounting and poolingof-interests accounting.
“VOLUNTARY DISCLOSURE IN 1968 AN
NUAL REPORTS,” George Hobgood (Fi
nancial Executive, August 1969)—this 6page article depicts graphically how much
informative disclosure—particularly regard
ing sales by product line (and even profits
by product line)—is currently appearing in
annual reports.

“EXTERNAL REPORTING FOR SEG
MENTS OF A BUSINESS,” Dr. Morton
Backer and Dr. Walter B. McFarland (NAA,
$2.50)—the first of NAAs Research Series in
Management Reporting. This should be must
reading for those who believe the com
panies with which they are affiliated may be
faced with reporting sales, earnings, etc., by
product line.

The number of books, magazines, and
articles which we SHOULD read is seemingly
endless, and the ability of the staff and the con
tributors of this magazine to review all of them
is limited by both space and time. The follow
ing is a short list of some that have come to our
attention in recent weeks and which you may
wish to explore in depth:

“INITIAL PUBLIC FINANCING FOR THE
SMALL AND MEDIUM SIZED BUSI
NESS,” Robert A. Weaver, Jr. (Investment
Bankers Assn. of America, 425 13th St., NW,
Washington; 46 pages; $1)—a short treat
ment of the problems (loss of secrecy about

“A DICTIONARY FOR ACCOUNTANTS,”
Third Edition, Eric Kohler (Prentice-Hall,
Englewood Cliffs, N. J.; $15.95)—a neces
sary tool for all accountants, particularly to
day when change is the order of the day.
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An IAS accounting training program
is almost as individual and personal
as your own eyeglasses!
Individual and personal attention, focused on
your specific needs and ambitions is one reason
why IAS training is conceded to be the best homeStudy accounting instruction available anywhere.
Another is the IAS learn-by-doing teaching
technique. Under the guidance of the faculty,
all of whom are CPA’s, you learn by doing
what an accountant does in actual practice.
Non-essential study is eliminated. You receive
personal attention from your IAS instructor
every step of the way ... move along as vapidly
or leisurely as your time permits.
Testimony* to the recognition of IAS is typi
fied by a recent quotation from an article on
home study in a leading national magazine:
“Courses from the International Accountants
Society in Chicago are so good that over six
hundred and fifty corporations use them for
training their employees.”
*reprints available on request

After you complete basics of general account
ing principles, you select electives which are
tailored for your needs and coincide with your
career ambitions, both short range and long
term. The electives currently offered are:
Basic Auditing

Business Statistics

Public Auditing

Management Control

Internal Auditing

Economics

Basic Cost Accounting

Office Management

Advanced Cost Accounting

Accounting Law

Corporation Accounting

Federal Income Tax

Corporation Finance

CPA Coaching

IAS offers, free, an illustrated report describ
ing IAS’s thoroughly tested, personalized meth
ods of instruction. Write for it now using the
coupon below. Let IAS without obligation of
any kind provide a prescription applicable to
your specific career.
APPROVED FOR TRAINING UNDER THE GI BILL
International Accountants Society, Inc.
Dept. 4F1-024, 209 W. Jackson Boulevard
Chicago, III. 60606

□ Please send me your 24-page report
on IAS courses
□ Check here if entitled to GI Bill benefits

NAME________________________________________________ AGE_______ _

INTERNATIONAL
ACCOUNTANTS SOCIETY, INC.
A Home Study School since 1903
209 W. Jackson Blvd., Chicago, III. 60606
Accredited by the Accrediting Commission,
National Home Study Council

ADDRESS__________________________________________________ ______

CITY

STATE

ZIP CODE_______

EMPLOYED BY___________________________________________________
SITION________________________________________________________

